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Senate Bill No. 849

CHAPTER 50

An act to amend Section 1357.12 of the Health and Safety Code, and
to amend Sections 10714 and 12720 of the Insurance Code, relating
to health coverage, and declaring the urgency thereof, to take effect
immediately.

[Approved by Governor May 24, 1996. Filed with
Secretary of State May 24, 1996.]

LEGISLATIVE COUNSEL’S DIGEST

SB 849, Maddy. Small employer health coverage: standard
employee risk rates.

Existing law, the Knox-Keene Health Care Service Plan Act of
1975, provides for the licensure and regulation of health care service
plans by the Commissioner of Corporations and of insurers by the
Insurance Commissioner. Existing law imposes certain requirements
on the premiums for contracts offered to small employer groups by
health care service plans and disability insurers. Existing law requires
that premiums for renewal of in force business by health care service
plans or insurers that are small employer carriers be adjusted by
applying a risk adjustment factor which must be within certain
amounts on certain dates.

This bill would require that the risk adjustment factor effective on
July 1, 1996, apply to in force business at the earliest of either the time
of renewal or July 1, 1997, and would make related changes.

Existing law requires the Major Risk Medical Insurance Board to
enter into contracts with private organizations that qualify as
participating health plans to provide major risk medical coverage to
individuals and their dependents.

This bill would provide instead that the board shall provide
coverage through participating health plans and may contract for the
processing of applications, the enrollment of subscribers, and
activities necessary to administer the program. The bill would
provide that the board shall not be required to specify the amounts
encumbered for each contract but may allocate funds to each
contract based on projected and actual subscriber enrollments in a
total amount not to exceed revenue available for the program.

This bill would declare that it is to take effect immediately as an
urgency statute.
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The people of the State of California do enact as follows:

SECTION 1. Section 1357.12 of the Health and Safety Code is
amended to read:

1357.12. Premiums for contracts offered or delivered by plans on
or after the effective date of this article shall be subject to the
following requirements:

(a) (1) The premium for new business shall be determined for an
eligible employee in a particular risk category after applying a risk
adjustment factor to the plan’s standard employee risk rates. The risk
adjusted employee risk rate may not be more than 120 percent or less
than 80 percent of the plan’s applicable standard employee risk rate
until July 1, 1996. Effective July 1, 1996, this factor may not be more
than 110 percent or less than 90 percent.

(2) The premium charged a small employer for new business shall
be equal to the sum of the risk adjusted employee risk rates.

(3) The standard employee risk rates applied to a small employer
for new business shall be in effect for no less than six months.

(b) (1) The premium for in force business shall be determined for
an eligible employee in a particular risk category after applying a risk
adjustment factor to the plan’s standard employee risk rates. The risk
adjusted employee risk rates may not be more than 120 percent or
less than 80 percent of the plan’s applicable standard employee risk
rate until July 1, 1996. Effective July 1, 1996, this factor may not be
more than 110 percent or less than 90 percent. The factor effective
July 1, 1996, shall apply to in force business at the earlier of either the
time of renewal or July 1, 1997. The risk adjustment factor applied to
a small employer may not increase by more than 10 percentage
points from the risk adjustment factor applied in the prior rating
period. The risk adjustment factor for a small employer may not be
modified more frequently than every 12 months.

(2) The premium charged a small employer for in force business
shall be equal to the sum of the risk adjusted employee risk rates. The
standard employee risk rates shall be in effect for no less than six
months.

(3) For a contract that a plan has discontinued offering, the risk
adjustment factor applied to the standard employee risk rates for the
first rating period of the new contract that the small employer elects
to purchase shall be no greater than the risk adjustment factor
applied in the prior rating period to the discontinued contract.
However, the risk adjusted employee risk rate may not be more than
120 percent or less than 80 percent of the plan’s applicable standard
employee risk rate until July 1, 1996. Effective July 1, 1996, this factor
may not be more than 110 percent or less than 90 percent. The factor
effective July 1, 1996, shall apply to in force business at the earlier of
either the time of renewal or July 1, 1997. The risk adjustment factor



Ch. 50— 3 —

92

for a small employer may not be modified more frequently than
every 12 months.

(c) (1) For any small employer, a plan may, with the consent of
the small employer, establish composite employee and dependent
rates for either new business or renewal of in force business. The
composite rates shall be determined as the average of the risk
adjusted employee risk rates for the small employer, as determined
in accordance with the requirements of subdivisions (a) and (b). The
sum of the composite rates so determined shall be equal to the sum
of the risk adjusted employee risk rates for the small employer.

(2) The composite rates shall be used for all employees and
dependents covered throughout a rating period of no less than six
months nor more than 12 months, except that a plan may reserve the
right to redetermine the composite rates if the enrollment under the
contract changes by more than a specified percentage during the
rating period. Any redetermination of the composite rates shall be
based on the same risk adjusted employee risk rates used to
determine the initial composite rates for the rating period. If a plan
reserves the right to redetermine the rates and the enrollment
changes more than the specified percentage, the plan shall
redetermine the composite rates if the redetermined rates would
result in a lower premium for the small employer. A plan reserving
the right to redetermine the composite rates based upon a change in
enrollment shall use the same specified percentage to measure that
change with respect to all small employers electing composite rates.

SEC. 2. Section 10714 of the Insurance Code is amended to read:
10714. Premiums for benefit plan designs written, issued, or

administered by carriers on or after the effective date of this act, shall
be subject to the following requirements:

(a) (1) The premium for new business shall be determined for an
eligible employee in a particular risk category after applying a risk
adjustment factor to the carrier’s standard employee risk rates. The
risk adjusted employee risk rate may not be more than 120 percent
or less than 80 percent of the carrier’s applicable standard employee
risk rate until July 1, 1996. Effective July 1, 1996, the risk adjusted
employee risk rate may not be more than 110 percent or less than 90
percent.

(2) The premium charged a small employer for new business shall
be equal to the sum of the risk adjusted employee risk rates.

(3) The standard employee risk rates applied to a small employer
for new business shall be in effect for no less than six months.

(b) (1) The premium for in force business shall be determined for
an eligible employee in a particular risk category after applying a risk
adjustment factor to the carrier’s standard employee risk rates. The
risk adjusted employee risk rates may not be more than 120 percent
or less than 80 percent of the carrier’s applicable standard employee
risk rate until July 1, 1996. Effective July 1, 1996, the risk adjusted
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employee risk rate may not be more than 110 percent or less than 90
percent. The factor effective July 1, 1996, shall apply to in force
business at the earlier of either the time of renewal or July 1, 1997. The
risk adjustment factor applied to a small employer may not increase
by more than 10 percentage points from the risk adjustment factor
applied in the prior rating period. The risk adjustment factor for a
small employer may not be modified more frequently than every 12
months.

(2) The premium charged a small employer for in force business
shall be equal to the sum of the risk adjusted employee risk rates. The
standard employee risk rates shall be in effect for no less than six
months.

(3) For a benefit plan design that a carrier has discontinued
offering, the risk adjustment factor applied to the standard employee
risk rates for the first rating period of the new benefit plan design that
the small employer elects to purchase shall be no greater than the risk
adjustment factor applied in the prior rating period to the
discontinued benefit plan design. However, the risk adjusted
employee rate may not be more than 120 percent or less than 80
percent of the carrier’s applicable standard employee risk rate until
July 1, 1996. Effective July 1, 1996, the risk adjusted employee risk rate
may not be more than 110 percent or less than 90 percent. The factor
effective July 1, 1996, shall apply to in force business at the earlier of
either the time of renewal or July 1, 1997. The risk adjustment factor
for a small employer may not be modified more frequently than
every 12 months.

(c) (1) For any small employer, a carrier may, with the consent
of the small employer, establish composite employee and dependent
rates for either new business or renewal of in force business. The
composite rates shall be determined as the average of the risk
adjusted employee risk rates for the small employer, as determined
in accordance with the requirements of subdivisions (a) and (b). The
sum of the composite rates so determined shall be equal to the sum
of the risk adjusted employee risk rates for the small employer.

(2) The composite rates shall be used for all employees and
dependents covered throughout a rating period of no less than six
months, nor more than 12 months, except that a carrier may reserve
the right to redetermine the composite rates if the enrollment under
the health benefit plan changes by more than a specified percentage
during the rating period. Any redetermination of the composite rates
shall be based on the same risk adjusted employee risk rates used to
determine the initial composite rates for the rating period. If a carrier
reserves the right to redetermine the rates and the enrollment
changes more than the specified percentage, the carrier shall
redetermine the composite rates if the redetermined rates would
result in a lower premium for the small employer. A carrier reserving
the right to redetermine the composite rates based upon a change in
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enrollment shall use the same specified percentage to measure that
change with respect to all small employers electing composite rates.

SEC. 3. Section 12720 of the Insurance Code is amended to read:
12720. The board shall provide coverage through participating

health plans and may contract for the processing of applications, the
enrollment of subscribers, and activities necessary to administer the
program. A contract entered into pursuant to this part shall be
exempt from any provision of law relating to competitive bidding,
and shall be exempt from the review or approval of any division of
the Department of General Services. The board shall not be required
to specify the amounts encumbered for each contract but may
allocate funds to each contract based on projected and actual
subscriber enrollments in a total amount not to exceed revenue
available for the program.

SEC. 4. This act is an urgency statute necessary for the immediate
preservation of the public peace, health, or safety within the meaning
of Article IV of the Constitution and shall go into immediate effect.
The facts constituting the necessity are:

In order to prevent health care service plans and disability insurers
from renewing contracts for extended periods prior to July 1, 1996,
that would place those plans and insurers at an unfair competitive
advantage over other plans and insurers, it is necessary that this act
take effect immediately.
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